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CITY  AND  COUNTY  OF  SAN  FRANCISCO 
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Controller 

Monique  Zmuda 
Deputy  Controller 


September  25,  2003  Audit  Number  02062 

Susan  Leal,  Treasurer 

Office  of  the  Treasurer  and  Tax  Collector 

City  Hall,  Room  140 

1 Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  CA  94102-4638 

Dear  Ms.  Leal: 

The  Controller’s  Audits  Division  presents  its  report  concerning  the  review  of  the  financial 
activities  of  the  Office  of  the  Treasurer  and  Tax  Collector  (Treasurer)  for  the  fiscal  year 
ended  June  30,  2003.  The  report  discusses  the  Treasurer’s  control  over  cash  and  investment 
activities  and  compliance  with  laws  and  regulations.  In  addition,  the  report  indicates  that 
the  Treasurer  complied  with  state  law  and  its  own  investment  policy  in  investing  funds  for 
the  City  and  County  of  San  Francisco. 
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REPORT  ON  COMPLIANCE  AND  ON  INTERNAL  CONTROL 
OVER  FINANCIAL  REPORTING  BASED  ON  AN  AUDIT  OF 
THE  STATEMENT  OF  CASH  AND  INVESTMENTS  PERFORMED 
IN  ACCORDANCE  WITH  GOVERNMENT  AUDITING  STANDARDS 

We  have  audited  the  Statement  of  Cash  and  Investments  of  the  Office  of  the  Treasurer  and  Tax 
Collector  (Treasurer)  of  the  City  and  County  of  San  Francisco  (City)  for  the  fiscal  year  ended 
June  30,  2003,  and  have  issued  our  report  thereon  dated  September  25,  2003.  We  conducted  our 
audit  in  accordance  with  auditing  standards  generally  accepted  in  the  United  States  of  America 
and  the  standards  applicable  to  financial  audits  contained  in  Government  Auditing  Standards , 
issued  by  the  Comptroller  General  of  the  United  States. 

Compliance 

As  part  of  obtaining  reasonable  assurance  about  whether  the  Treasurer’s  Statement  of  Cash  and 
Investments  is  free  of  material  misstatement,  we  performed  tests  of  its  compliance  with  certain 
provisions  of  laws,  regulations,  contracts  and  grants,  noncompliance  with  which  could  have  a 
direct  and  material  effect  on  the  determination  of  the  Statement  of  Cash  and  Investments’ 
amounts.  However,  providing  an  opinion  on  compliance  with  those  provisions  was  not  an 
objective  of  our  audit,  and  accordingly,  we  do  not  express  such  an  opinion.  The  results  of  our 
tests  disclosed  no  instances  of  noncompliance  that  are  required  to  be  reported  under  Government 
Auditing  Standards. 

Internal  Control  Over  Financial  Reporting 

In  planning  and  performing  our  audit,  we  considered  the  Treasurer’s  internal  control  over 
financial  reporting  in  order  to  determine  our  auditing  procedures  for  the  purpose  of  expressing 
our  opinion  on  the  Statement  of  Cash  and  Investments  and  not  to  provide  assurance  on  the 
internal  control  over  financial  reporting.  Our  consideration  of  the  internal  control  over  financial 
reporting  would  not  necessarily  disclose  all  matters  in  the  internal  control  over  financial 
reporting  that  might  be  material  weaknesses.  A material  weakness  is  a condition  in  which  the 
design  or  operation  of  one  or  more  of  the  internal  control  components  does  not  reduce  to  a 
relatively  low  level  the  risk  that  misstatements  in  amounts  that  would  be  material  in  relation  to 
the  Statement  of  Cash  and  Investments  being  audited  may  occur  and  not  be  detected  within  a 
timely  period  by  employees  in  the  normal  course  of  performing  their  assigned  functions.  We 
noted  no  matters  involving  the  internal  control  over  financial  reporting  and  its  operations  that  we 
consider  to  be  material  weaknesses. 

This  report  is  intended  solely  for  the  information  and  use  of  management  and  others  within  the 
organization  and  is  not  intended  to  be  and  should  not  be  used  by  anyone  other  than  these 
specified  parties. 


Noriaki  Hirasuna,  CPA 
Director 

September  25,  2003 
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AUDIT  RESULTS 


THE  TREASURER  COMPLIED  WITH  THE 
CALIFORNIA  GOVERNMENT  CODE  AND  ITS  OWN 
INVESTMENT  POLICY  IN  INVESTING  CITY  FUNDS 

In  performing  the  audit  of  the  Office  of  the  Treasurer  and  Tax  Collector  (Treasurer)  of  the 
City  and  County  of  San  Francisco  (City)  for  the  fiscal  year  ended  June  30,  2003,  we 
reviewed  the  investments  in  the  Treasurer’s  investment  portfolio  and  found  that  the  Treasurer 
complied  with  the  California  Government  Code  and  with  its  own  investment  policy.  As  part  of 
its  responsibilities,  the  Treasurer  is  responsible  for  administering  and  controlling  the  investment 
of  all  money  in  its  custody  that  are  not  required  for  payment  of  current  obligations.  As  of  June 
30,  2003,  the  Treasurer’s  investment  portfolio  had  a book  value  totaling  $2,318,809,463.  The 
table  below  shows  the  composition  of  the  Treasurer’s  investment  portfolio  as  of  June  30,  2003. 

Treasurer’s  Investment  Portfolio 
As  of  June  30,  2003 


Types  of  Investments 

Cost 

Percent  of  Total 

Federal  Agency  Notes 

$228,163,196 

10 

Negotiable  Certificates  of  Deposits 

516,046,091 

22 

Treasury  Bills 

653,533,406 

28 

Treasury  Notes 

921,066,770 

40 

Total 

$2,318,809,463 

100 

The  California  Government  Code  and  the  Treasurer’s  investment  policy  do  not  limit  the  amount 
of  City  funds  that  may  be  invested  in  treasury  bills  and  treasury  notes.  However,  the  Treasurer’s 
investment  policy  requires  the  consideration  of  the  City’s  anticipated  cash  requirements  when 
purchasing  treasury  notes  of  longer  maturities.  In  addition,  the  California  Government  Code  does 
not  limit  the  amount  of  City  funds  that  may  be  invested  in  federal  agency  notes.  However,  the 
Treasurer’s  investment  policy  requires  that  investments  m federal  agency  notes  should  neither 
exceed  fifty  percent  of  the  total  portfolio  at  the  time  of  purchase  nor  have  a weighted  average 
maturity  in  excess  of  270  days.  If  it  exceeds  270  days,  the  total  should  not  exceed  thirty  percent 
of  the  total  par  value  of  the  portfolio. 

Further,  the  Treasurer’s  investment  policy  also  limits  the  purchase  of  negotiable  certificates  of 
deposit  to  the  five  largest  domestic  commercial  banks  that  have  demonstrated  profitability  in 
their  most  recent  audited  financial  statements  at  the  time  of  purchase.  Nonetheless,  the  California 
Government  Code  requires  that  the  purchases  of  negotiable  certificates  of  deposit  may  not 
exceed  30  percent  of  the  agency’s  surplus  money. 
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THE  TREASURER  COMPLIED  WITH 
OTHER  INVESTMENT  REQUIREMENTS 


The  Treasurer  complied  with  other  requirements  in  the  California  Government  Code,  including 
maintaining  a treasury  oversight  committee  and  providing  certain  information  in  the  county 
treasurer’s  annual  investment  policy.  The  treasury  oversight  committee,  which  meets  on  the  third 
Friday  of  the  first  month  of  each  quarter,  was  established  to  involve  depositors  of  funds  into  the 
City  treasury  in  reviewing  the  policies  for  investment  of  surplus  funds  that  guide  the 
management  of  their  funds  and  to  enhance  the  security  and  investment  return  on  those  funds  by 
providing  a more  stable  and  predictable  balance  for  investment  by  establishing  criteria  for  the 
withdrawal  of  funds.  The  Treasurer’s  investment  policy  includes  required  information  on  the 
limits  that  members  of  the  County  Treasury  Oversight  Committee,  portfolio  managers,  and  the 
Treasurer  may  receive  in  the  form  of  honoraria,  gifts,  and  gratuities  from  advisors,  brokers, 
dealers,  bankers,  or  other  persons  with  whom  the  county  treasury  conducts  business.  In  addition, 
the  Treasurer’s  investment  policy  also  includes  required  information  on  interest  and  expense 
allocations,  procedures  for  depositing  and  withdrawing  funds,  and  allowing  outside  local 
agencies  to  invest  in  the  City’s  pooled  investment  fund. 

To  meet  other  reporting  requirements,  the  Treasurer  also  submits  monthly  reports  on  its 
investment  portfolio  to  the  Mayor,  the  Board  of  Supervisors,  the  Controller,  the  Budget  Analyst, 
and  the  Controller’s  Audits  Division.  The  monthly  reports  provide  required  information  on  the 
Treasurer’s  investments,  including  the  type,  par  value,  cost  and  current  market  value  of  its 
investments,  interest  received  from  the  investments,  and  the  maturity  dates  of  the  investments.  In 
addition,  the  Treasurer  meets  state  requirements  by  indicating  in  the  monthly  reports  whether  it 
has  the  ability  to  meet  expenditure  requirements  for  the  next  six  months. 

Finally,  the  Treasurer  is  required  to  provide  its  investment  reports  and  audit  reports  on  its 
investments  to  any  local  agency  that  had  funds  on  deposit  with  it.  The  Treasurer  has  identified 
the  agencies  to  which  it  is  required  to  provide  its  investment  reports  and  audit  reports,  and  the 
Treasurer  is  distributing  the  reports  to  those  agencies. 


Staff:  Elisa  Sullivan,  Audit  Manager 
Leon  Valle,  Jr. 
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cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Budget  Analyst 

Treasury  Oversight  Committee 
Public  Library 
KPMG  LLP 
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